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INTRODUCTION: A YEARLY REVIEW 

 

2021 was another exciting year for global Bitcoin adoption. Fresh off the cross through $20,000 in December 

2020, Elon Musk announced the addition of $1.5 billion in Bitcoin to Tesla’s balance sheet. This news was 
enough to see Bitcoin’s market capitalization surpass $1 trillion for the first time on February 19th. Venture 

capital firms were eager to get involved, allocating over $30 billion to crypto-related startups over the 
course of the year. The tides of the industry are shifting, what was once a “don’t touch” sector of the market 

for institutions is quickly evolving into a high growth avenue for venture capital funds.  

In May, Bitcoin saw its largest-ever fall in hash rate as China announced a ban on crypto mining.  The 30 day 
moving average of Bitcoin’s hash rate dropped roughly 43% over the course of 2 months, coinciding with the 

spot price of Bitcoin falling about 52%. ASICs began flooding into North America as hash rate steadily climbed 

back towards new highs in the second half of the year. Despite this event being a serious test of the 

network’s resiliency, the trend of adoption picked up as we drove deeper into 2021. In June, at the Bitcoin 
2021 conference in Miami, Jack Dorsey hinted at the utilization of the lightning network on Twitter. By 

September, this would become a reality as Twitter users were now able to tip their favorite creators using 
Bitcoin.  

In September, El Salvador became the first nation-state to adopt Bitcoin as legal tender. President Nayib 

Burkele has fully embraced Bitcoin. Their government is issuing “Bitcoin bonds” and has already provided 
each citizen with $30 in Bitcoin in an effort to combat persistent economic issues. By October, the Central 

American country had 1,120 BTC in holdings. As worldwide adoption grew over the course of the year, there 

was an increasing interest in more financial avenues to invest in Bitcoin. On October 19th, the ProShares 

Bitcoin Futures ETF began trading at the New York Stock Exchange. This exchange-traded fund was the first 
of its kind for Bitcoin in the US and was the fastest ETF in history to raise $1 billion. While US regulators are 

reluctant to approve an ETF backed by actual Bitcoin, futures ETFs offer US equity investors a potential 
substitute. In late 2021, Invesco launched a spot ETP in Germany following Fidelity’s Canadian spot ETF launch 

earlier in the year. 

In the later months of 2021, we’ve seen a push for Bitcoin regulation in the US and around the world. In 

November, the Biden administration added crypto broker reporting requirements into the $1 trillion 

infrastructure bill. In turn, discussion of Bitcoin and other cryptoassets, has persisted on the floor of the US 
Congress into the new year. New regulations will likely become key news events for Bitcoin in 2022 as more 

regulatory guidance is discussed across both sides of the aisle. Regulation is not necessarily bearish for 

Bitcoin, as world governments are forced to acknowledge the legitimacy of cryptoassets as investment tools. 

Furthermore, regulatory clarity has begun to open the door for more institutions to become players in the 
space.  

Bitcoin miners had another strong year where mining outperformed spot Bitcoin returns. We will present an 

example Blockware Solution customer who purchased an S19 at the beginning of the year. In aggregate, you 
spent 0.25 BTC and by year end, you had a total of 0.38 BTC (from mining profits and ASIC appreciation). This 

resulted in a 48% Bitcoin denominated return, outperforming spot BTC. This was a 197% USD denominated 
return in just under one year.  
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Q1 ON-CHAIN/DERIVATIVES 

WILL  CLEME NTE  

Q1 began on the tail end of an all-time high ($20K) breakout for Bitcoin, paired with a clear narrative for 

institutional capital to view Bitcoin as a legitimate asset class. This flood of large players was evident by 
looking at the number of whales on-chain. To illustrate this, we are looking at unique entities, meaning 

clustered addresses using blockchain forensics, that hold over 1,000 BTC. In early January, we saw an 
explosion of new whales on-chain, a rate of increase never before seen.  

 

 

Another driver of capital into the space was arbitrage opportunities for funds seeking yield, taking advantage 

of some of the inefficiencies of this early market without taking on directional exposure to Bitcoin. The two 
most influential on the market were the Grayscale arbitrage and the cash/carry trade. Until March, the 

Grayscale Bitcoin trust traded at a premium to net asset value (NAV), meaning it traded at a premium to the 

underlying Bitcoin it was designed to give exposure to. Funds could borrow Bitcoin from lenders such as 
Blockfi, which was partially why Blockfi’s lending rates were so high at the time. They then could lock that 

BTC up until the next round of GBTC shares were unlocked, selling the shares once the 6 month locked period 
expired. Meanwhile, it was primarily retail who was driving up the premium to NAV for GBTC, thus opening up 

the arbitrage opportunity for more sophisticated investors. This continued until the premium finally turned 
negative in late February/early March. This was a massive driver of capital into Bitcoin, locking up a 

substantial portion of supply.   
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Grayscale Arb

 

 

At the same time, funds overseas could partake in the cash/carry arbitrage to earn a yield without having 

any directional Bitcoin exposure. This was done by buying Bitcoin on the spot market and selling a futures 
contract short (which was trading at a premium to spot), holding both to expiry, and capturing the difference. 

Below we look at the annualized basis for 3M futures contracts, which reached as high as 35% in mid-March 
as Bitcoin surpassed $50K per coin. This was again a large driver of capital into spot positions in Q1.  

 

One of the most talked about phenomena from an on-chain perspective throughout late 2020 and early 2021 

was the decreasing Bitcoin inventory on exchanges. March 13th, 2020 marked the peak of supply on 
exchanges, followed by an aggressive decline throughout 2020. This continued into early 2021, with exchange 

balances bottoming out in mid-April heading into May.  
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We also saw heavy spending coming from long-term investors in late January/early February. This showed 
that experienced market participants felt that Bitcoin was trading at a premium to what they perceived to be 

as fair value. Throughout the history of the asset class, we see long-term investors scale into weakness in 
bear markets and scale out into strength in bull markets. We will take a closer look at these dynamics when 

moving on to Q2.  
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Very similar to the long-term investors, we saw miners unload a substantial portion of their inventory in 
early February as well.

 

 

From a derivatives perspective, we saw a massive increase in open interest. Here we look specifically at the 

perpetual futures market, the Bitcoin market’s most liquid product. This chart compares this perp open 

interest to market cap, to get a relative gauge on how much open interest there is relative to Bitcoin’s 

market capitalization. Most of this open interest was coin margined contracts, which is important to 
understand because of the convexity that these contracts hold. What we mean here is that if you are long 

Bitcoin with Bitcoin (or any other crypto asset that trades with a beta to Bitcoin and is thus even more 
volatile), it’s great when the market is going up, because you are able to lever up more as your collateral 

continues to increase in value in tandem with your profit. However, once the trade starts going against you, 
you are much more susceptible to being stopped out or liquidated from your position, because not only is 

your profit decreasing but your collateral is decreasing in value as well. Although an aggressive spot bid 

prevented a major wipeout for Q1, we saw the full effects of this when we headed into May.  
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Lastly, we saw the launch of Canada’s Purpose Bitcoin ETF, the world’s first spot Bitcoin ETF. This gained 

strong traction and continued to see a steady increase in Bitcoin holdings throughout the year.  
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Q1 MINING 

JOE  BUR NETT  

2021 was one of the best years to be mining Bitcoin. As long as your ASICs were running in a country that had 

a stable non-negative political stance on mining, you were operating a very profitable venture. 

January started off with a boom. On January 9th, the network difficulty increased by almost 11%, one of the 

largest jumps recorded in recent history. This occurred right after the price topped out at $40,000. A big part 

of this jump can be attributed to the rapid increase in hash price (mining profitability) and public Bitcoin 
miners beginning to add hash rate to the network in size. 

Ironically in early January, hash price was sitting at $0.27, which is very near to where it trades today. As a 

reminder, hash price is a metric that shows how much a miner will be rewarded on a $/TH/day basis. For 
example, an S19 running at 95 TH would be making $25.65 per day in revenue. 

 

S19 Return Recap 

For this report, we will walk through the theoretical return of purchasing and running an S19 (95TH) machine 

from December 31st, 2020 to November 30th, 2021. Using data from the Hash Rate Index, the market price of 
an S19 on December 31st, 2020 was $7,296.63. On this day, Bitcoin was trading at $28,990.00, so an S19 could 

be purchased for 0.25 BTC. 

https://data.hashrateindex.com/rig-index-data
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In the Q4 section of this annual report, you will find out how the machine would have performed under 
historical market and network conditions. 

 

 

Q1 CRYPTO-EQUITIES 

BLAKE  DAV IS  

Overview of Major Indexes 

The first quarter of 2021 showed a period of extreme volatility in the equity market. Coming out of the 

environment we saw in 2020, this wasn’t much of a shock. In Q1, the S&P made a return of 5.74%, the Nasdaq 
2.76% and the Dow Jones 7.75%. These returns are more than double the S&P and Dow’s historical averages 

of respectively, 2.50% and 2.35%. The Nasdaq on the other hand, posted a return that was almost half of its 

historical average of 4.11%. But nominal index returns don’t fully explain the three month period that 

occurred. 

Major Stock Index Event of Q1 

The key event of this quarter was the market correction which began in mid-February. This correction 

largely affected technology and growth stocks, the big winners from the previous year. In this period, the 
Nasdaq fell ~12.5% with the S&P falling ~5.7%. The Dow Jones dipped just before the other two major indexes. 

It pulled back about 4.5% into its 50 day simple moving average before rallying while the other indexes 
corrected. But the Dow wasn’t totally immune to the rest of the market’s selling pressure and pulled back 

again in early March before rallying. These numbers don’t do justice to the amount of selling we saw in tech 
stocks. This was the period where we saw 2020’s poster boy, TSLA, fall roughly 40%. Other previous winners, 

like AAPL, were down 20%.  
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The narrative behind this correction was the rise in bond yields we saw over the same period. The 10 year 
treasury was at roughly 1.2% yield at the beginning of the equity correction. By the time most equities 

bottomed out, yields had risen to about 1.6%. Yields continued to rise for a few weeks after the major indexes 
bottomed, but by this time, it appeared that equities had priced this in. As yields rise, it becomes more 

profitable to own bonds. This explains the selloff in riskier tech stocks as many institutional investors moved 
money into the less volatile bond market.  

Crypto-Exposed Stocks in Q1 

Q1 was a period in which many crypto-exposed stocks went on mind-boggling runs. Most of these stocks 
entered the new year amid a strong rally, stemming from the move through $20K in Bitcoin. With Bitcoin 

finally cracking through all-time highs, institutions were given confirmation of a new bull cycle in crypto.  

Public miners saw much of this confidence come their way in the form of massive market cap expansion. In 
this period, as it still is today, many institutions were unable, or unwilling, to hold spot Bitcoin on their 

balance sheets. Instead, they pursued exposure to the space in the form of buying shares of companies who 

defend the Bitcoin network and hold onto much of their rewards. Miners expanded their market caps 

exponentially in Q1, adding much needed liquidity to the industry group. Crypto-exposed stocks, as a whole, 

largely topped out in mid to early January and spent a couple weeks building continuation bases. Certain 

stocks, like SI, spent the period of mid-December to mid-January laying relatively low, chopping around 

sideways and building up demand. These stocks all bottomed out in late January before continuing their 

massive rallies.  

One of the most impressive runs we saw in this period was in Silvergate Capital (SI). SI reported their 2020 
Q4 earnings on January 20th, posting EPS growth of 147% YoY. The following day we saw an early morning 

shakeout turn into a very strong close with volume almost 200% greater than its 50 day average. This was 

the day that SI put in its bottom before going on a 235% run in only 18 sessions, an average of roughly 13% 

per day. This is partly explained by looking at a price chart of Bitcoin from the same period. BTC saw an 

almost 77% run from late January to mid-February.  

SI 1D (Tradingview) 
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Silvergate wasn’t alone in posting triple digit returns in only a few weeks. Some other crypto-exposed 
leaders at the time were RIOT and MARA who returned 375% and 214%, respectively. At this point, many 

crypto-exposed stocks diverged from Bitcoin, in that they were largely unable to crack back into all-time 
highs during this quarter. From here, these stocks chopped around sideways for the remainder of February 

and March. This is what led us into the second quarter of 2021 where crypto-exposed stock prices fell and 
formed the left side of bases. 

SI, RIOT, MARA Comparison (Marketsmith): December 2020-March 2021 
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2ND QUARTER 2021 
April-June 
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Q2 MINING 

JOE  BUR NETT  

Starting in May, the Chinese Central Government initiated a crackdown on Bitcoin mining operations in 

provinces such as Inner Mongolia, Sichuan, Qinghai, and Xinjiang. In some of these provinces, miners were 
given a 2-month period to discontinue all energy-intensive mining operations. The Chinese government 

revealed their intentions to “punish” large operations that were not following the new mining restrictions. 

Under such political pressures, many Chinese miners decided to shut down operations and begin the process 
of moving off-shore to countries like the United States. Since January, China’s average monthly global 

percentage of hash rate declined from 53.3% to roughly 0.0% by the end of July (claimed by Cambridge 
Bitcoin Mining Map, although the actual amount of illegal hash rate remaining in China is debated). In 

comparison, the United States’ share of total hash rate has grown from 10.5% to 35.1% during the same 
period. In total, enforced shutdowns of large Chinese miners led to the global Bitcoin hash rate dropping by 

almost 50%. 

 

Source for the above graphic. 

https://ccaf.io/cbeci/mining_map
https://ccaf.io/cbeci/mining_map
https://ccaf.io/cbeci/mining_map
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Q2 ON-CHAIN/DERIVATIVES 

WILL  CLEME NTE  

Heading into Q2, we saw the market begin to stall out. Some of the capital that came into the market in the 
non-directional ways previously discussed about began to stall. This was evident via the Grayscale premium 

(which flipped negative in early March) and the 3M futures basis beginning to close out. We also saw a fairly 
rapid decrease in the number of new whale entities showing up on-chain. The Coinbase direct listing marked 

the absolute top for BTC, which arguably absorbed some of the capital inflow which would have otherwise 

come into the crypto market and in retrospect, was a “sell the news” event. We also saw a large influx of 

coins moving onto exchanges after inventories bottomed out in early April, right around the Coinbase listing. 

This was the first time the market had seen substantial inflows to exchanges in over a year. 
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In on-chain analytics we have something called “supply liquidity”. This is essentially evaluating market 

participants based on their spending behavior, separating them into three cohorts: highly liquid supply 
(entities who spend over 75% of the BTC they take in), liquid supply (entities who spend over 50% of the BTC 

they take in), and illiquid supply (entities who hold at least 75% of the BTC they take in). For more information 

on the supply liquidity groups, read this article by Glassnode. Over the summer, Will Clemente created the 

metric below with fellow on-chain analyst Willy Woo, titled “illiquid supply shock ratio” (you can read more 

on the metric here). This essentially shows how much supply is moving to or from “strong hands”, or entities 

who hold at least 75% of the coins that they take in. Throughout 2020 and early 2021, we saw an increase in 

illiquid supply shock ratio. Similar to exchange balances, we saw the ratio begin to decline heading into May. 

This is partially a reflection of supply moving onto exchanges, because exchanges are liquid entities. It is also 

a reflection of supply that was previously held by entities with a statistically low likelihood of selling (“strong 

hands”) to “weak hands”. There was a strong bearish divergence between illiquid supply shock ratio and spot 

price heading into May. In addition to this, we saw the largest single day of exchange inflows on May 18th.  

https://insights.glassnode.com/bitcoin-liquid-supply/
https://woobull.com/quantifying-supply-shock/
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On May 19th, open interest finally got flushed out, as billions of dollars of longs were wiped out of the system 
in classic Bitcoin cascading liquidation style.  

 

This gave a long-awaited reset to the perpetual futures funding rate, which is based on the delta between the 

perp price and weighted spot index price. Seeing prolonged high funding throughout the early portion of the 
year represented the aggression of leveraged longs without any repercussions. Late May headed into June, 

the market finally saw mixed-negative funding.  
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Another key takeaway from this event was the margin used for contracts. As we touched on at the beginning, 

most of the open interest throughout early 2021 was coin margined contracts. These coin margined contracts 
have much larger potential convexity to the downside. On May 19th, we saw a dramatic shift in the margin 

used for futures contracts in the Bitcoin market. Since the event, we have seen a perpetual decline in the 

overall percentage of Bitcoin futures contracts margined with coin versus stablecoins. Currently, just 40% of 

open interest is margined with coins, versus 70% in May. These stablecoin margined contracts actually have 

a similar effect to the upside that coin margined contracts do to the downside. For example: pretend you are 

short with stablecoin margin. If the trade starts to go against you, not only is your profit decreasing but you 

also don’t have the inadvertent hedge that you usually would by being collateralized with BTC for that 

contract. This is overall a positive development for the space, in our opinion, and leaves the market less 

susceptible to these massive downside liquidation cascades.  
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In Q2 we also saw long term holders begin to accumulate. Remember: Long term holders scale into 

weakness and scale out into strength. Short term holders buy into strength and then either capitulate into 
weakness or age into long term holders. In Q2, we saw long term holder supply begin to increase, showing 

that they were beginning to accumulate, as well as short term holders were starting to age past the 155 day 

threshold. The 155 day period used to deem entities as long term holders is based on statistical studies that 

Glassnode has run. For more information read this article by Glassnode.  

 

https://insights.glassnode.com/quantifying-bitcoin-hodler-supply/
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Q2 CRYPTO-EQUITIES 

BLAKE  DAV IS  

Major Stock Indexes in Q2 

Despite poor price action in Bitcoin, and its related equities, moves made in other tech names is why Q2 was 

the strongest quarter for the Nasdaq and the second strongest for the S&P (behind Q4). The Nasdaq 
Composite put in a return of 9.36% in Q2 compared to its historical average of 4.01%. The S&P gained 8.01% in 

comparison to an average of 3.33% since 1985. The Dow Jones Industrial Average also saw above average 
returns of 4.56%, also its second-best quarter of the year, behind Q1. 

Price Action of Leading Stocks in Q2 

As previously mentioned, the second quarter was largely a period of base building for technology stocks. For 

crypto-exposed stocks, this was the left side of their bases that would resolve to the upside, mainly in Q3. 

The strongest tech names were able to break out through the previous February all-time highs. Nvidia 

(NVDA) is a good example of what the strongest names looked like at the time. Even companies like Nvidia, 

that are involved in the crypto industry but not solely focused on it, tend to see reactions to major events in 

Bitcoin.  

NVDA 1D (Tradingview) 

 

NVDA initially topped with the rest of the general market in mid-February. What makes it stand out is that it 

was able to crack back through those all-time highs on April 13th. NVDA was only able to hold those highs for 
a few sessions before correcting again alongside Bitcoin. Interestingly, NVDA, and many other crypto-

exposed names, put in a bottom on the same day as Bitcoin, May 19th. BTC would eventually undercut those 
lows after the Chinese mining ban fully came to fruition in June, but NVDA never looked back. This is a 

testament to the strength this stock showed against a tough environment. 
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Coinbase’s Direct Listing 

The most significant event in Q2 for crypto-exposed equities was the direct listing of Coinbase (COIN) on April 

14th. This was very highly anticipated, and for good reason. This was the largest addition of a crypto-related 

name onto a major stock index to date.  

The set direct listing price of COIN was $250, but it had traded up to $381 by the time the listing hit the 

secondary market. This valuation of $99.6 billion was clearly much higher than investors were interested in 
buying shares at. COIN proceeded to fall 37% over the 25 sessions following the listing, bottoming out at $208 

on May 19th.  

To the surprise of some, the COIN listing signaled a top in Bitcoin. It’s hard to nail down if these events are 
correlated or causative, but it is certainly interesting how these two events occurred on the same day. It's 

likely that a “sell the news” for COIN created a coinciding top in BTC which added fuel to the selling pressure 
in Coinbase’s stock. As price dropped from overvaluation at the direct listing, shorts continued to enter due to 

the ensuing fall in Bitcoin. This would’ve continued over and over for the next few weeks until BTC bottomed 

and buyers felt comfortable to begin accumulating shares of COIN. 

 

COIN 1D (Tradingview) 

 

 

This risk-off relationship between Bitcoin and equities is what we would see later in Q4. There will be more 
discussion of this later.  
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3RD QUARTER 2021 
July-September 
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Q3 ON-CHAIN/DERIVATIVES 

WILL  CLEME NTE  

Over the summer, Bitcoin had a prolonged re-accumulation period. From an on-chain perspective, we saw 

supply moving to entities with little history of selling. Meanwhile, price was grinding sideways/bearish. This 
is what we call a bullish divergence.  

 

Simultaneously in the derivatives data, we saw a period of prolonged negative/mixed funding, showing 
bearish sentiment from perp traders.  
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At the same time, we saw open interest slowly creeping back up, coming to a peak at the end of July heading 
into August. Given these were mostly stablecoin margined contracts and funding was negative for a 

prolonged period of time, we were predicting a short squeeze off the lows. Our conviction strengthened as 
funding continued to decline more as price was grinding off the failed breakdown below $30K. Whenever 

funding and price diverge (price up/funding down or price down/funding up), you tend to see a resolution in 
the direction of price, as perp traders are fading what the spot market is doing. This was exactly what took 

place, and a massive short squeeze propelled Bitcoin off the summer lows.  

 

Not only was supply moving to entities with low spending behavior (illiquid entities), as shown above, but it 

also was getting locked up by long term investors. As mentioned towards the beginning of the report, this is 
defined as entities that have held their BTC longer than 155 days. By comparing long term and short term 

holders, we get a supply adjusted version of how much market experience the entities that are holding BTC 
have; through a metric called “Long Term Holder Supply Shock”. Over the summer, we saw a very aggressive 

re-accumulation from LTH’s after they distributed their coins in the beginning of the year. This metric 

reached a state of “peak accumulation” in September, reaching all-time highs.  
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Q3 CRYPTO-EQUITIES 

BLAKE  DAV IS  

Major Indexes in Q3 

In the third quarter of 2021, we saw weakness across the major indexes in comparison to the other quarters 

of the year. The quarter began on a hot start, stemming from a continuation of the rally seen in June. In this 
period, most tech stocks were emerging from their Q1/Q2 bases. This resulted in increased volatility in the 

indexes, snapping back to undercut their 21 EMAs and retest their 50 DMAs. In early September, the indexes 
saw the start of a short and relatively shallow correction. The S&P pulled back about 6%, the Nasdaq about 

8% and the Dow Jones also about 6% from peak to trough.  

This correction worked to snuff the gains these indexes had made in the earlier part of the quarter. The S&P 
500 gained 0.42% this quarter compared to a historical average of 0.19%. The Nasdaq Composite was also 

essentially flat on the quarter, returning -0.15% with an average return of 0.70% since 1985. The Dow Jones IA 

was weaker than the other two major indexes, making a loss of -1.82% compared to its average return of 

0.23%.  

Price Action of Crypto-Exposed Stocks in Q3 

Price action among crypto-equities was a very mixed bag in Q3. The weaker names were moving 

sideways/down near the bottom of bases while the strongest stocks started building up the right side of their 
base. This was a great period of time to identify the strongest crypto-names in the market. This would’ve 

been beneficial come Q4 when these stocks made runs towards or into all-time highs.  

Historically, the stocks that decline the least during a general market correction tend to post the strongest 
gains once the selling pressure from the indexes is alleviated. When a stock is under strong accumulation, 
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the battle between buyers and sellers becomes intensified during a market correction. Sellers often struggle 
to hold down a stock that is in the midst of heavy handed institutional buying.  

Despite a market sell off, the leading stocks will tend to drift sideways to slightly up during these periods. If 

you think of a stock like a can of soda, the sideways chop that comes at the bottom of a basing period shakes 

the can up. Sellers are the lid of the can, stopping the built-up carbonation (demand) from rising too much 

higher. There’s a strong group who are demanding shares at this level, but stronger sellers keep pushing 
price back down at a resistance level. Once this selling pressure dissipates, and the can is opened, this built-

up demand makes price explode to the upside. 

In the spreadsheet below, you can see the correlation between the return of several crypto-related stocks in 

Q3 and the ensuing gain they would make before topping out in November. While this isn’t a perfect science, 
you can see several instances where the names who declined the least in Q3 made the biggest gains in Q4, 

and vice versa. HIVE is an outlier in this study, posting a relatively large loss over Q3 and an outsized gain in 
the following quarter. But other stocks like SI, BITF, MARA and HUT all managed to increase in price over the 

third quarter, despite selling pressure from the general market. These crypto-equities went on to make 4 of 

the top 5 returns from this basket of stocks in Q4. 
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Q3 MINING  

JOE  BUR NETT  

The China mining ban caused the 30 day moving average of Bitcoin’s hash rate to drop -42.6%. While Bitcoin 

has had a tradable market price, this was the largest percentage drop in the 30 day moving average of hash 
rate ever recorded. 

With that being said, by the end of the 3rd quarter, the Bitcoin network hash rate had clearly been in the 

process of recovering. The Bitcoin network experienced its first-ever serious nation-state attack, and it 
continued operating without any major hiccups. There are even reports being released that the ban was 

partially unsuccessful. Up to 20% of the global hash rate could still remain in China, indicating how resilient 
the Bitcoin network truly is. 

 

 

 

 

 

 

 

 

https://www.cnbc.com/2021/12/18/chinas-underground-bitcoin-miners-.html
https://www.cnbc.com/2021/12/18/chinas-underground-bitcoin-miners-.html
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4TH QUARTER 2021 
October-December 
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Q4 CRYPTO-EQUITIES 

BLAKE  DAV IS  

Major Index Price Action in Q4 

Despite the ongoing correction in technology stocks, Q4 has been a very strong quarter for the major indexes 

in 2021. At the time of writing, the S&P has returned 10.72% since October 1st, well over double its historical 
average of 4.05%. The Nasdaq is currently up 8.83% on the quarter compared to its average return of 4.81% in 

Q4. The Dow has also had a very strong quarter, up 7.66%, 3 percentage points over its average return of 
4.41%.  

The key event of this quarter, in the world of equities, is news from the Fed. This has likely been the largest 
contributing factor to the current market correction, as previously mentioned. From peak to the apparent 

trough, we saw the Nasdaq fall roughly 8%, the S&P was down about 5% and the Dow fell about 7%. These 

losses aren’t even technically large enough to call this a market correction, but by looking at the charts of 
individual names, it’s clear a correction is occurring under the hood. For the major market indexes, not all 

stocks are created equal. The indexes are heavily weighted towards a few high market cap names, so if 
these stock’s prices stay relatively afloat, the indexes will as well. AAPL and MSFT are the two most highly 

weighted names in both the S&P and Nasdaq, and those equities were only down around 8% and 9%, 
respectively, from previous highs. The pie chart below should give you a pretty good visual on the S&P 500’s 

weighting.  
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We’re seeing many institutional investors derisking their holdings in the late months of 2021. This explains 
why we’re seeing such intense selling pressure in some of the more speculative technology stocks, and in 

cryptoassets like Bitcoin. Certain stocks, like the previously mentioned AAPL and MSFT, haven’t seen too 
aggressive of selling, while other previous leading tech stocks, who generally had high revenue with little to 

no earnings, have seen stock prices cut down massively from previous highs. An example of this is 
Cloudflare (NET), a previous market leader who operates in the cloud industry, NET has seen price chopped 

down 44% off its previous all-time high. But certain sectors of the equity markets are still behaving well. 
Semiconductor manufacturers, for example, are not seeing the same level of distribution as some of the 

weaker sectors, like crypto-exposed stocks.  

The current narrative behind this correction is the Federal Reserve beginning to scale back some of the 
COVID era policies. On December 15th, 12 out of 17 FOMC members expressed that they expect 3 interest rate 

hikes in 2022, with the other members expecting 2 hikes. This is an increase from the previous meeting in 
September where roughly half of the members expected only 1 hike in 2022. The Fed will also continue to 

taper quantitative easing policies. Beginning in January, the Fed will be buying $60 billion in corporate bonds 
per month, compared to $90B in December and $120B in November.  

In the late weeks of 2021, we’re seeing institutions react to this news in a way that doesn’t exactly bode well 

for high growth tech equities. Areas of the market like consumer staples are seeing large inflows of 
institutional capital as the Fed starts to revert to pre-COVID policy. At the time of writing, 10Y treasury yields 

are rising as the consumer staples ETF XLP is screaming into new highs. With the S&P and Nasdaq making 
highs on light volume, this is a potentially dangerous situation for tech investors. Traditionally, earnings 

growth has been the largest driver of capital into equities. In the high growth environment of 2020, revenue 
became the new EPS, with funds rewarding companies with a high potential for growth, ignoring the 

inherently higher risk. When the Fed takes off the training wheels, high growth isn’t necessarily an avenue 

many institutions are looking to explore. This is why we’re seeing many non-tech areas of the market catch 

such strong bids. The ongoing reaction to the Fed easing off the gas pedal will likely become a stress test for 

Bitcoin and its exposed equities in 2022.  

Crypto-Exposed Equities in Q4 Headed Into Q1 2022 

Nominal quarterly index returns don’t give much insight to the intense selling seen across many tech and 

growth stocks in Q4, and crypto-exposed equities are a sector of the market that have been particularly beat 

up. At the time of writing, there are signs of life in these names with Bitcoin making its first higher high in 
over a month. But whether this is a true bottom or a dead cat bounce is still up in the air.  

With Bitcoin down ~39% from peak to trough, crypto-exposed leaders like COIN, SI and MSTR have seen 

losses of ~37%, ~45% and ~41%, respectively. The overhead supply will be of note whenever these stocks 

begin to build out the right side of these bases. SI is a good example of this concept of overhead supply. Now 

that we’ve declined significantly from previous highs, you will have entities who are holding buys that are 
now deep underwater.  

On the right side of the chart below you can see an indicator called the volume profile. This shows us volume 

from a vertical perspective, compared to the traditional horizontal volume indicator at the bottom. On SI, we 
can see a significant amount of volume (aka a volume shelf) sitting at around $141 to $164. Folks who are 

sitting on losing positions are often telling themselves, “If I can just get back to breakeven, I’ll get out”. So, as 
price passes back up through these high volume areas, it’s likely to run into some selling pressure from 

those people who are currently sitting underwater in their positions. This overhead supply, combined with 
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several declining moving averages and traditional resistance zones at multiple previous highs, create clear 
areas where we could potentially see some sellers step in. 

SI 1D (Tradingview) 

 

Despite significant overhead supply, we know that when Bitcoin rallies, it’s extremely likely crypto-stocks 
will too. Below is a spreadsheet that calculates the year-to-date beta of several crypto-related and crypto-

exposed stocks in 2021, compared to BTC. This value, we call the BTC beta, tells us how correlated, and 
volatile, a particular stock is to the spot returns of Bitcoin. The first 7 names are crypto-related, or 

companies who are native players in the Bitcoin industry (miners, exchanges, etc.). The second 7 names are 
crypto-exposed, companies who stand to benefit from crypto in some way, but it’s not necessarily their sole 

focus. COIN and HOOD are starred because they were not publicly traded at the beginning of 2021. The BTC 
beta of these two stocks is slightly skewed due to the unnatural price action that occurs around an IPO or 

direct listing. 
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Here you can see that companies who are direct players in the crypto industry have stock prices that are 
very correlated to the price action of BTC over the long term. 6 out of the 7 crypto-related names included 

have a positive BTC beta, averaging 1.52. On the other hand, companies who aren’t as directly involved, don’t 
appear to have as much correlation. The more varied BTC beta’s of the second group of stocks tells us that 

any with a positive relationship to BTC is likely a coincidence and not necessarily a direct correlation. So, 
while it is certainly important to watch individual crypto-native equity’s price action, it is unlikely for these 

names to run without Bitcoin doing something similar. This is something to keep an eye on in 2022 and note 
names who are becoming increasingly correlated or beginning to decouple. 

Decoupling of Select Names From BTC in Q4 

Q4 was an interesting quarter for crypto-exposed stocks in that we saw a select few names increase their 
decoupling from the price action of Bitcoin. As we know, most crypto-stocks essentially follow the price 

action of BTC, with varying degrees of volatility. But over the course of 2021, a few names began to show 
signs of straying from this path.  

It’s likely that decoupling is a sign of increased institutional conviction in these names. Institutions are 

clearly interested in gaining exposure to the crypto industry, but it can be hard for funds to justify buying 

Bitcoin itself to shareholders and clients who are versed in traditional finance. Furthermore, many 

institutions are unable to hold Bitcoin on their balance sheets at this time. A common way they get around 

this is by buying crypto-exposed stocks. As more and more institutions research and purchase shares in 

these stocks, conviction and liquidity grows so that it becomes less of a game of buying when BTC rallies and 

selling when BTC falls.  

In the past, big money has been quick to capitulate on their crypto-equities at the first signs of short-term 

weakness in BTC. But as conviction builds around these names, institutional investors have come to realize 

that many of these companies generate revenue from the exchange of Bitcoin. While many of these 

companies do hold Bitcoin as a percentage of their treasury assets, operating cash flows are tied to crypto 

usage, not BTC’s spot price. An example of a crypto-stock who can still make money regardless of BTC’s price 

is Coinbase. This is a stock who’s seen one of the largest degrees of decoupling in Q4 of 2021.  

Below is a price chart of COIN, overlaid on the chart of Bitcoin. The two vertical lines focus our attention on 

the period of Oct. 20th to Nov. 6th, the last continuation pattern BTC made before the failed breakout of 

$69,000. Here we can get a visual representation of the concept of decoupling. In this 18 day period, BTC 

pulled back around 4%. While most crypto-equities were also flat or down in this period, shares of COIN 

traded almost 10% higher. This period of decoupled price action showed us the strength of COIN over BTC. In 
the current correction, BTC has fallen ~39%, peak to trough, while COIN fell ~37%. A difference of roughly 2% 

in their price declines doesn’t seem like much, until you compare it to other crypto-exposed stocks. In this 

same period of mid-November to mid-December, we saw HUT fall ~56%, MARA fell ~62%, RIOT fell ~53% and 

MSTR fell ~41%.  
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BTCUSD & COIN 1D Overlay (Tradingview) 

 

Yearly Overview from Monthly Stock Index Returns 

Below are 3 double bar charts that provide the monthly returns of each major index compared to their 
averages from 1985 through 2020. Note that the December 2021 returns will ultimately vary from their final 

return, as these charts were created prior to the month ending.  
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Q4 ON-CHAIN/DERIVATIVES 

WILL  CLEME NTE  

Many had high expectations for Bitcoin and crypto overall in Q4, which was evident in the options market. 

Although, it is unclear how many of these calls are simply hedging upside risk.

 

This was also evident through the perpetual swap futures market. We saw a large buildup of leverage after 
September heading into Q4 that persisted until late November. In combination with this buildup of open 
interest, funding rates were in a prolonged positive regime with no flush and long short ratio (the amount of 
traders that are net short or net long) was at an all-time high. Meanwhile, price had just completed a failed 
macro breakout (deviation above all time high) and was showing weakness.  
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Currently, Bitcoin sits below short-term holder's realized price, or cost basis. This has historically served as 
a support band for broader Bitcoin uptrends.  
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Looking at different network related metrics, it appears that retail is almost completely gone as demand for 
usage of the Bitcoin blockchain has still yet to recover from levels seen in the spring.  
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Pairing this with looking at volume broken down by size and even google search trends for Bitcoin, it is 
pretty apparent that retail has left, and large entities are running the show now.
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Q4 MINING 

JOE  BUR NETT  

Looking back, 2021 was a phenomenal year to be mining Bitcoin. On December 31st, 2020, you could have 

purchased an S19 for $7,296.63 according to the Hash Rate Index. With Bitcoin trading at $28,990, that S19 
was worth 0.25 BTC.  

Plugging in your miner at an electricity cost of $0.07 KwH, the S19 was able to produce a profit of 0.18 BTC by 

November 30th, 2021. This assumes you used the miner rewards to pay your electricity/hosting bill.  

Comparing Bitcoin Mining to Holding Bitcoin 

In addition, the market price of an S19 at the end of November was $11,113.55 (0.20 BTC). In aggregate, you 

spent 0.25 BTC and now you have a total of 0.38 BTC (mining profits + current value of machine). This results 

in a 48% bitcoin denominated return (you outperformed holding bitcoin itself). This was a 197% USD 

denominated return in just under one year. 

Historical 2021 Performance 

 

 

Granted, the China ban was a black swan event that did aid these returns. By doing basic scenario analysis, 
assuming price performed the same and hash rate theoretically grew at an aggressive 100% annual rate, 

running this ASIC would have still resulted in outperforming spot Bitcoin price by a significant margin. 

 

 

https://www.hashrateindex.com/machines/sha256-rig-index
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Scenario: No China Mining Ban + 100% Annualized Hash Rate Growth: 

 

Bitcoin is difficult to outperform because its growth rate is so high. Mining is one of the few industries that 

has the potential to generate Bitcoin denominated alpha, as it clearly did in 2021. 

Purchase and Host Mining Rigs with Blockware Solutions 
 
Blockware Solution’s services include hardware procurement, mining rig colocation, and professional mining 
and staking pool operations. We offer access to an extensive network of commercial Data Center Facilities 
across North America who specialize in hosting and collocation services for Cryptocurrency mining 
hardware, providing guaranteed up-time and 24/7 monitoring by experienced IT personnel. We are mining 
pioneers, having been operational since 2017, with experience dating back to 2013. We played a pivotal role in 
bringing Bitcoin Mining to North America. 
 
If you are interested in Bitcoin mining but don’t know how to build and operate your own farm, consider 
purchasing and hosting mining rigs with us. 

 
https://www.blockwaresolutions.com/contact 
 

  

https://www.blockwaresolutions.com/contact
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CONCLUSION: 2022 MARKET OUTLOOK 

Despite current price structure for Bitcoin appearing to be in a state of flux, BTC’s longer-term uptrend, 
validated in November of 2020, is still very much intact. Currently, a lower-low on the weekly chart would be 
an indication of a more intermediate-term trend break. The low from the levered long liquidation on 
December 4th was not quite enough to form a lower-low on the weekly chart. But an undercut of that 
$42,333 level would now create a weekly lower-low. If indeed this does occur, and BTC is unable to hold that 
level, keep an eye on $39,600 as a key support area for BTC. On the flip side, it would be bullish in the short-
term to see Bitcoin hold the current consolidation lows around $45,500. Holding this level, followed by a 
sustained reclaim of $52,000, and then $53,000, would validate a move higher off the lows with a strong 
indication of a resumed up-trend. Ultimately, a break into new highs at $69,000 is the one true validation of 
this bull cycle continuing.  

 
Confirmation of the intermediate-term trend is likely to play out early in the first quarter of 2022. Signified by 
Bitcoin spot breaking price above $53,000, or below $42,333.  
 
BTCUSD 1D (Tradingview) 

 
 

After a big year, we expect to see continued growth of the lightning network as the 2nd layer of Bitcoin 
expands its monetary properties from being solely a store of value to being an effective medium of exchange 
as well. 
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We expect to see continued depletion of centralized Bitcoin exchange reserves as institutional market 
participants seek to take custody of their digital assets and increased growth of Bitcoin collateralized loans. 

With the institutionalization of the Bitcoin market, we also expect to see substantial growth in the options 
market as active managers seek to hedge, harvest volatility, and perform other more exotic options 
strategies that take advantage of the inefficiencies in the Bitcoin market. 
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However, there is one thing we know for sure: Supply issuance won’t change, and the Bitcoin will keep 
pumping out blocks roughly every 10 minutes. 

 
 

Bitcoin’s hash rate will continue to grow throughout 2022 as more and more miners join the network. The top 
public miners alone are expected to bring on 56.5 EH/s by the end of the year. Many large ASIC orders have 
already been purchased from Bitmain, and the new generation machines will continue to be delivered 
throughout 2022. As long as the price of Bitcoin doesn’t have a sharp crash, these new machines will likely 
be pulling in revenue significantly higher than their operating expenses. 

https://www.blockwaresolutions.com/research-and-publications/how-public-miner-asic-orders-will-affect-hash-price-th-and-bitcoin-adoption
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Looking forward, ASICs (mining rigs) will likely retain their BTC denominated value far better than older 
generation ASICs did in the past. This is mainly due to ASIC commoditization, the idea that ASICs are 
approaching a peak energy efficiency rate (J/TH), indicating that next-generation machines won’t be much 
better than what already exists today. 

 
Public miners will continue increasing their hash rate and capture a larger percentage of the entire global 
hash rate due to their ability to cheaply finance large-scale mining farms. This has the potential to change 
how miners historically were a source of constant sell pressure (selling to cover their operating expenses). 
Due to miners getting access to public markets, these miners now have the ability to finance their operating 
expenses and hold all of the Bitcoin they mine, eliminating the traditionally natural sell pressure from the 
market. 
 

EPS estimates for 2022 are very optimistic for many public miners. As mentioned, many public miners are 
expecting large deliveries of ASICs in the first couple quarters of 2022. Increased hash rate is why we can 
expect to see strong earnings growth for these companies. This is already being reflected in EPS estimates 
for 2022, which are, in general, very bullish for many BTC mining equities. Current estimates for Marathon 
Digital (MARA) are showing expected EPS growth of 400% over the course of 2022. Riot Blockchain (RIOT) 
currently has growth estimates of 64%. Hut 8 Mining (HUT) is seeing estimations of 189% growth and Bitfarms 
(BITF) currently has an estimated 67% EPS growth in 2022. This further validates the thesis that in 2022, we 
can expect to see an increased market share from publicly traded mining farms.  
 

Furthermore, we can expect to see more publicly traded companies seek exposure to Bitcoin. Over the last 2 
years we’ve seen companies like Microstrategy, Tesla, Paypal, Square, Visa and Mastercard all implement 
Bitcoin exposure or services into their business model. 2021 was a big year for corporate Bitcoin adoption 
and we’re very confident we’ll see this trend amplify into 2022.   
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As mentioned in the introduction, crypto regulation by lawmakers in the US and worldwide will likely become 
a key part of Bitcoin’s story in 2022. Topics like tax provision, asset classification, and stablecoin regulation 
were highly debated in 2021, so it’s easy to say that in 2022 the cryptoasset debate will continue. Exactly how 
encroaching these policies will be is yet to be seen, but we’re confident that the right amount of regulation 
will create an environment that allows even more institutions to become involved. Regulatory clarity will 
work to remove much of the risk that causes institutional uneasiness.  
 

 


